COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION
In the Matter of:

Investigation into the Membership of
Louisville Gas and Electric Company and )
Kentucky Utilities Company in the Case No. 2003-00266
Midwest Independent Transmission
System Operator, Inc.

Response of the Midwest ISO
to Hearing Data Requests

Midwest Independent Transmission System Operator, Inc. (“Midwest ISO”)
hereby responds to data requests made of its witnesses, on July 20, 2005, during the

hearing in this proceeding.

1. Inresponse to a request made of Dr. Ronald R. McNamara, Attachment A hereto
provides the resume submitted when Dr. McNamara was considered for a position
with the Midwest ISO. Parts of his then-current contact information have been

redacted.

2. Inresponse to a request made of Dr. McNamara, the Midwest ISO submits as
Attachment B hereto a letter dated April 29, 2005, from J. Steven Smith, President
and CEO of Hoosier Energy, to Chairman William D. McCarty of the Indiana Utility
Regulatory Commission. In addition, the Midwest ISO submits various other

correspondence, which references the Midwest ISO’s Day 2 market operations.

3. Inresponse to a request made of Mr. Roger C. Harszy, the Midwest ISO states: On

March 22, 2005, the Midwest ISO posted on a “restricted-access” page of the

www.extranet. midwestiso.org website its procedures regarding manual redispatch,
which posting was available to transmission service personnel at LG&E/KU. In
addition, on June 3, 2005, the Midwest ISO posted on a “publicly available” page of

the www.midwestiso.org website its procedures regarding manual redispatch.




4. In response to a request made of Mr. Harszy concerning the number of hours

manual redispatch has been implemented for LG&E/KU since the start of the

market, the Midwest ISO states that manual redispatch has been implemented for

LG&E/KU a total of 37.5 hours from April 1 through July 28, 2005, which is 1.3% of

the total hours of that time period.

Respectfully submitted,

Katherine K. Yunker
Benjamin D. Allen
YUNKER & ASSOCIATES
P.O. Box 21784
Lexington, KY 40522-1784
859-255-0629

fax: 859-255-0746
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RONALD K MeNAMARA
Waoods Drive
Dublin, Ohic 43017 USA
Tel: 614 Cell: 614 Fax: 614

B-wiail: rontnenamarid

SUMMARY
= Professfonal economist
Ph.Dy, University of Califormia, Devis
s Diversified experience
Primary focus has been on energy and network industries in restructuring/deregulating environments

Private Sector
American Eleetric Power, Enron, Duke Energy Imternational (Australia), Elestricity Market
Company {New Zealand})

Public Seeitor
State regulator for Quesnsland, Australia {Queensland Competition Authority)

Cunyilting
Putnany, Hayes and Bartlett Asia-Pacific (subsequently putehased by Hagler-Bailly and then PA
Consulting)

Academic
Queensland Univessity of Technology (Australia), University of Auckland (New Zusatanad),
Beniley College (USA)

s Significant accomplishments

Diesigned and implemented wholesale and retail electricity market rules in New Zealand. The New
Zealand Eleotricity Market is the least regulated energy market in the world and has been operating
suscessfully since October 1, 1996,

Reorganized the process by which electricity retiability and security standards are established and
coniracted for in New Zealand.

Werked direetly with the CEO and Chairman of the Board to creste & new strategie dircction for the
Electricity Market Company following the establishment of the ke,

In n highly charged pelitical and commercial environment, completed the analysis and subsequent
investigation of monoepely aotivitics of thirtesn Ports in Queensland, Ausirahia.  The method of
analyeis had never been employed before in Australia

ngcessﬁully changed corporate regulatory sirategy regarding Duoke Encrgy's Bastern CGas Pipeline
{Australia). Access to the $430 million pipeling (765 k) linking the Bass Strait gas field to Sydney
is entirely vnregulated.

Instrumental in changing electricity market design policy for three Fortune top 20 companies. as well
as providing sdvice on 4 range of commercial risksfissues related to market design and regulation.

Renzld R McMamara
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Letters Attached

From

J. Steven Smith, President & CEO of
Hoosier Energy

William D. McCarty, Chairman of the
Indiana Utility Regulatory Commission

J. Steven Smith, President & CEO of
Hoosier Energy

James R. Keller, Director, Federal
Regulatory Affairs and Policy of
We Energies

Andrea L. Stomberg, Vice President,
Electric Supply of Montana-Dakota
Utilities Company

Charles A. Schrock, President & Chief
Operating Officer-Generation of the
Wisconsin Public Service Corporation

Charles A. Schrock, President & Chief
Operating Officer-Generation of
Wisconsin Public Service Corporation

Andrew M. Serri, President of Ameren
Energy Marketing

Andrew M. Serri, President of Ameren
Energy Marketing

LeRoy Koppendrayer, Chair, and Ken
Nickolai, Commissioner, of the
Minnesota Public Utilities Commission;
and Glenn Wilson, Commissioner of
Minnesota Department of Commerce

James P. Torgerson, President & CEO of
the Midwest ISO

To

William D. McCarty, Chairman of the
Indiana Utility Regulatory Commission

J. Steven Smith, President & CEO of
Hoosier Energy

John Bear, Chief Operations Officer of
the Midwest ISO

James Torgerson, President & CEO of
the Midwest ISO

James Torgerson, President & CEO of
the Midwest ISO

James P. Torgerson, President & CEO of
the Midwest ISO

James Torgerson, President & CEO of
the Midwest 1SO

James Torgerson, President & CEO of
the Midwest ISO

James Torgerson, President & CEO of
the Midwest ISO

James P. Torgerson, President & CEO of
the Midwest 1SO

LeRoy Koppendrayer, Chair, and Ken
Nickolai, Commissioner, of the
Minnesota Public Utilities Commission;
and Glenn Wilson, Commissioner of
Minnesota Department of Commerce
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Date From To

5/20/05 Daniel R. Ebert, Chairperson, Robert M. James P. Torgerson, President & CEO of
Garvin, Commissioner, and Mark Meyer, the Midwest ISO
Commissioner, of the Public Service
Commission of Wisconsin

6/6/05 James P. Torgerson, President & CEO of  Daniel R. Ebert, Chairperson, Robert M.
the Midwest ISO Garvin, Commissioner, and Mark Meyer,
Commissioner, of the Public Service
Commission of Wisconsin



£

HOOSIERENERGY

Bg s b ELgernia TanpeERATIVE, FNE

A Touchstone Energy Cooperatve:. KO April 29, 2005

The Honorable William D. McCarty
Chairman

Indiana Utility Regulatory Commission
Indiana Government Center South
302 West Washington Street
Indianapolis, IN 46204

Ry Blidwest 150
Dear Chairrman MeCarty:

As a founding member, Hoosier Energy worked with other fransrnission owners to
form the Midwest IS0 bscause we believed that coordination and planning of the
transmission grid would create efficiencies tor all customers in the ragion, An
uniderstanding among transmission owhers was that the Midwest 150 would not
develop snergy markets as there were significant concerns, shared by Hoosier Energy.
about the cost and complexity of deveiop}ng these markets. Even when the Midwest
180, with FERC's encouragement, chose to develop energy markets, Haosier Energy
actively participated in efforts to develop a workable market. Midwest 180 staff
stressed that markets would provide even grester efficiencies than those stemming
fram regional coordination and planning, would serve as a powearful tool in relinving
transmission congestion and would reduce the cost of energy by giving customers
acoess to generation over a larger régional footprint.

| arr concerned that these expectations of the Midwest IS0 energy market are not
being and may never be realized. Hoosier Energy and its members are being
financially harmed by this market. Hoosier Energy will bear more than $4 rriflion in

-

annual costs related to the development and operation of the Midwest 180 snergy
market. In addition to these costs, we are also sxperiencing higher energy prices than
have ever been experienced in this time period. To date, locational marginal prices in
the Midwest 180 energy market have been at extraordinarily high levels for this time
of year as waell as being very volatile. Prior to market startup, prices in PJM's
AEP/Dayion hub were consistently higher than prices at the inte Cinergy hub within
the Midwaest 1S0. Howsver, after the markat startup, this refationship switched and
the Cinergy hub now consistently trades at higher prices than PIM's AEP/Dayton hub.

Furthermore, the Midwest IS0 unit commitment strategy seems fundarmentally
flawed. Wany utilities in the Midwest IS0, including Hoosier Energy, ave been
instructed to run combustion turbine peaking units singe the energy market
commaenned, franuantly at rainimurm output levels. This use of sombustinn

B0 BOK DO ¢ BLOCMINGTDN, INDIANE AV40R-0808 ¥ PHOME: BIZ-BTE-RO0R2T * Fa: BE-BYE-3476




The Honorable William D, McCarty 2 Aprid 28, 2005

turbines is puzzling since the weather has been relatively mild. Using the limited run
time allowed by environmental permits on combustion turbines during a shoulder
pariod may have significant reliability impacts this summer when peaking units arg
fikely to be needed. In addition, the Midwest 120 Bevenue Sufficiency Guarantee
charges which may not be deterrained for weeks after a transaction is made peem 1o
be discouraging generation outside the WMidwest 1S0 from participating in the market.
This loss of potentially more efficient gensration has the impact of keeping prices
higher. Evidence can be found in the dramatic reduction in Midwest ISO imports
immediately upon market start up.

Although it is appropriate for the reversion plan to have a reliability trigger, we are
concerned that the reversion plan does not have a trigger in case of negative
seonomic results. If price levels and volatility stemming from the Midwest 150 energy
markst do not improve, it would make sense to invoke a reversion plan and return 1o
Day 1 operations in which there is no energy market, Regardless of initial
development costs, which we regarded as unnecessarily high, it simply does not
make sense 1o continue to incur the high cost of running the energy market if high
and volatile prices are the result. This would be throwing good money after bad,

Hoosier Energy is very concerned about the high cost of operating the Midwest 180
energy market, high and volatile prices resulting from this rnarket and the
upconventional unit dispatch that have characterized the Midwest 150 energy market
ta date, M these high costs and volatile prices ponlinue, there is no doubt Indiana
consumers will suffer. Because the indiana Utility Regulatory Commission Has besn 2
strong supporter of the Midwest IS0, | am confident that you are also soncerned
about the performance of the Midwest IR0 energy market.

To protect indiana utility customners from unnecessary costs, we request that you

investigate the Midwest 130 market problems and take appropriate action to ensure

they are remedied. Please let me xnow if there Ts snything that | can do 1o assist you.
Sincerely,

J. Steven Smith
President & CEQ

co;  David E. Ziegner, Commissioner, Indiana Utility Regulatory Commission
Judith 5. Ripley, Commissioner, Indiana Utility Regulatory Commission
David W. Hadley, Commissioner, Indiana Lility Regulatory Commission
Larry 5. Landls, Commissioner, Indiana Uitility Regulatory Commission
Pat Wood i, Chairman, The Federa! Energy Regulatory Commnission
Jarnes Torgerson, CEO, The Midwest 1SO
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May 16, 2008

Mr: J. Steven Smith

President and CEO

Hoosier Encrpy

PO, Box 908

Bloomington, Indiana 47402-0908

Dear Steve:

Thank you for your very thoughtful letter of April 29, 2005, On behalf of the TURE, we are
sincerély appreciative of your willingness to shate your concermns. You can be assured that we are
also concerned with the over-utilization of peaking capacity because of its cost, the petential
rarnifications for moeting demand this semmer, snd For the implicetions that tis bas for
confidence in the refonmed markets.

As a result of the JURC's “Surmmer Relinbility™ discussions that we just concluded 1oday, as well
as numerous méetings and conference salls, we are greatly encouraged that the pver-utilization of
pedking Bcilitics during the first days of the Midwest 1SO7s Day-2 markets sad the reductions of
nports into the Midwest ISO are being corrected. | think statements such as: ™ working et i
bugs” but “no show steppers™ are fair characterizatipns of most of the comments that we've
heard, We understand that the marked improvements have oeeurred because market participants
niiw bitier understend hew 1o Big in theie peaking units £0.2.; IDCOFPOTALNE OpPOIrTBitY COsIS,
including start-up costs, and no toad costs in the bids) and the Midwest 150 is gaining confdars
in dispatching the region.

There was widespread agresment that there were more power plants out for scheduled
maimenance than in previous years and thereby necessitating the greater use of peaking
generation. This supgests to us that power supphers need to coordinate maintenance iutages with

the Midwest 150,

We apprestate yomr eomment that yon may oot be seetng benetits yet. Whiles the Midwest 150)s
market operations are only.a few weeks old and it is difficalt to quantify, there seemed 1o e a
consensus that reliability was preatly enhanced and the use of market-based prices o reduce
tramgmission congestion is a substantial improvement over the historte reliance on physical
curtailments. For this Conmnission, reliability is of preeminient fmportance. Similarky, the ability
of Hoosier and other uiilities to-pain expanded access t the power grid without discrimination
amd unjustifiable pancaking of rates is alse-a benefit that will be difficult to guantify.
Interestingly, those presenters at our “Sumuner Reliability” meetings wha-operate i both the
MISO and in the PIM footprints and are new to hoth reported uniformiy that they are seving
benehits from the PIM inwolvement. At this point, based on the foput available fows just weeks
into MISO's live startup of Day 2 activitics, we helieve that ence ali parties are more Toniliar
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with and expetienced in the nuanees of the bidding process, those benelits are Hkely 10 beoome
visible for MISO participants as well.

We nre certainly commitied to working with Hoosier, other stakeholders, anid the Midwest 15€ o
achieve longer term benehits associated with coordinated phinping and implementation of now
resources to ameliorate the boowm and bust eyeles of the past. Like many of the other bienelits,
iiote codt-effoctive and Gmely additions of resources will be difficolt t quantify but arcteal.

T addition to keeping apprised of the use of gas-fired generation, we were particularly interested
i Mr. Mooney's comunents tha Hoosier hasn't realized the expected benefits of optimal dispatch
and ransparent prices. Like you, we believed these were two of the compelling advantages of the
Midwest 13075 facilitated markets. We would cerainty like to be kept updated on your '
asscssments.

In Swmmary, we sineerely hope that the over-utilization of some peaking facilities fast month was
a femporary aberration rather than a persistent problem. Beesuse of our mutual interest in making
these whotesale power masket reforms work for the mutual benehit of Indiang’s consumers and
wiilities, the Commissioners and stoff are clasely following the development of the M ihwest
1805 marked implementation as well as the evelution of the PIM. In this regard, we wonid
welcome the opportunily 1o contine this dialogue and we will make our staff available o you o
digouss these issues.

Best regands,

' Bitl McCarty, Chairma
tndiena Utility Regulatory o

Tndssion

c¢r The Honorable Pat Wood
Chairman of the Federal Energy Regulatory Conurission

Mr. Him Torgerson
President and CEO of the Midwest 150

SORPIOUIS—
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N, John Bear

Chief Operations Officer
Midwest 150

701 City Center Drive.
Carmel, IN 46032

RE: Hoosier Energy Board Mesting

Dear John:

Thank you for attending Hoosier Energy’s May Board meeting and discussing the
Midwest 1SO's perspective on market start up. | also appreciate the MIBO's
approval of our August tour. This will provide one more way 10 acquaint our Board
and member CED’s with MISO.

Since your visit, the MIS0 market has imiproved its performance from our view.
Pricing bas returned to more anticipated levels and CT operation for refiability
reasons has significantly reduced. However, the real time market continues to be
volatile and settiements remain a phalenge, sspecially retated to RBG cost
uncertainty. We are still concemed over the tack of imports into the MISO as well
as the noticeable drop off in bilateral activity. These are long term market liquidity
issues and have the potential to exacerbate any capacity shortages as the suraTet
peak periods approach. We are hopeful that your expectation of further
improvernsnts with the start of market-based bidding is altirmed.

We welcome the opportunity to continuse working together to achieve both
refishility and coonomio bepefit expected from the new rmarket.

Sinceraly,

President & CEO
JES/imit

e Jivn Torgerson

B, BoR S0E * BLOOMINGTON, INDBIANA LT ADTGROE * FHOKNR RIZ-BTE2081 » Fax: B1R-878-34748
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April 19, 2005

Mr. James Torgerson
President and CEO
Midwest 18O

7014 City Center Drive
Carmel, IN 46032

et Jim

This lefter is to confirm the high level issues and concerns We Energles has regarding
the operations to date of MISO’s new energy markets. We appreciate MISO's efforts to
maintain system reliability at the same time as you “work the bugs” oud of the new
matket, We have raised issues at the daily afternoon conference calls and provided
other issues via the market portal and via formal billing disputes. We thought it might be
consiructive fo summarize our concems in one place.

The concerns of We Energies with the MISO market at this time include:

1. High use of CTs run at minimum load for Jong periods. We are concermed that
stich operations increase overall costs fo We Energies’ customers, raise C&M
and emissions issues, and depress LMP prices.

2. Simultaneous shut down of one or more CTs and start of simitar OTs.

3. MISO requests to start multiple units at a plant at the same instant when it is not
physically possibie.

4, WISO personnel’s reiuciance to provide assistance, sven on apparently genaiic
questions.

5. Lack of PuM 1© MISO transactions, Thisis a possible indicator of inefliviencies in
the PJM/MISO markets caused by a lack of confidence in the MISC market.

6. FERG data request on offers and reference levels dated 4/6/05 relied on data
from MISO's IMM that was, in large part, not comrect. In nearly all cases, the
information for We Energies from the IMM did not match the data on the MISO
portal.
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7. MISO has riot yet provided make-whole compensation for peakers run in reak-
time. We understand MISO is working to comect this problem, but we are
concerned that MISO relies on disputes from market participants to know if their
setiements systems are working.

We Energies is concemned that, taking these issues together, the ViSO market may be
operating well off of a least cost dispatch resulting in higher costs to We Energies’
customers and to other market participants. We also recognize that some of the
improvements in market operations may nead to come from additional education for
market participants and look to MIBO to be more proactive in their education efforts.

Thank you in-advance for all your efforts. We Energies looks forward fo continuing to
work with MISO to resolve these issues.

Sincarely,

Jatmes R, Kelier, Director
Faderal Reguiatory Affairs and Policy

ce: Rick Kuester
Tom Hawley
Risk Hensley
Todd Hillman
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April 19, 2005

James P, Torgerson

President and CEQ ,

Midwest Independent Transmission System Operator, Inc.
761 City Center Drive

Carmel, IN 46032

Dear Mg, Torgerson:

Montana-Dakota has serious conicerns regarding the Independent Market Monitor’s practice of
making changes to the IMM reference prices for our generation unils to conform to “peer gronp”
prices without notice. This practice has wecuired to our Heskett gensration units. These units
are considerably smaller and older, thus less efficient, than the other units in the Lignite peer
group. ‘The original prices were based on actual costs submiited to the MM by Montata-
Dakota, and for those to be changed, especially without notice given to Montana-Dakota, 15
unthinkable.

We also are experiencing continual changes 1o the reference prices for our generation units,
apparently due mostly to the fluctuations in the natural gas and emissions allowance market
indexes. These chaniges are also being made by the IMM without notification to Montana-
Diakota,

These changes especlally concern us when they are made aver the weekend. As most other
market participants do, we subrait our-offers for the weekend and Monday on Friday, and mast
jower the offer prices to compensate for possible changes initiated by the IMM, to make sure we
do not excesd 110 percent of whatever the IMM reference price becomes.

O several occasions we have also experienced reference price changes that have been posted
very near to the deadline for making offers for the day shead market,

We believe any changes made by the TMM to the incremental cost, no-load vost, and startup

costs except for those specifically tied to price indexes should only be made after the IMM has
notified the market participant of intentions (o make changes.

Sincerely,

Andrea L. Stomberg ,
Vice-President, Electric Supply
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Mr. James Torgerson
President and CEO
Midwest 1SO

701 City Center Drive
Carmel, IN 46032

Drear My, Torgérson:

Wisconsin Public Service would Iike {6 echo the comments that we're sire you're hearing
from other market participants: we are very troublad by the MIS(s excessive
commitment of combustion tushine generators. We have two particular concerns in this
regard:

1) The number of operating hours that are being used up by this overuse of peakers now
may limit our ability fo use these generators Tater this suminer when the weather gets hot
and the load gets high,

2) The make-wholé payments, by which the generation owners will be reimbursed for
those costs not covered by the market, will be very high and could be the subject ofa
lengthy dispute process. It may be sornetime before all of the payments are completely
settled, even if the over-commitment problem were resolved today. The make-whole
payments have not been property reflected in the seitlements statements which only
compounds our worry that this will be a complicated financial situation to wrewind, This
uneertainty creates additional risks for our company and our ratepayers.

To date i the Day 2 market, our peakers have generated 43,723 MWH and have runat a
20% capacity factor. This compares with the 510,641 MWH and 12% capacity factor that
we expect to see for these units over an entire year. We believe that with continued
dispatch as requested in Day 2 operations to date, we will have to declare several of our
combustion fwhines unavailable as carly as July 2005 for environmental permnit
limitations.

We would be pleased to work awith the MISO 1o resolve this issue and we belisve that this
urgent issue must be addressed soon,

Sincerely,

iy .
Charles A, Schrock
President and COO-Generation
Wisconsin Public Service Corporation

v wisstnsinpublicservicecom
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Mr. James Torgerson
Midwest 130
701 City Center Drive
Carmel, IN 46032

RE: Your Letter Dated April 27"
Dear Mr. Torgerson;

} appreciate your prompt response to my letier of Aprit 21 in which | expressed our
congern about the excessive commitment and dispatch of combustion turbine (CTs)
generating units by the MISO.

We are foliowing closely the MISO's use of our CTs. Alihough MISO reduced the
nuriber of starts on these units beginning in eardy May, the MWHs of CT operation has
not yet gone down appreciably. Ifthis trend continues reliability is at risk for the
summer months because of environmental permit imits restricting hours of operation.
We understand that MISO is working on the issue sven while it believes that its dispatch
of the units is proper. {Your message fo the 5/18/05 Advisory Committee indicated that
MISO recognizes a problem with CT usage and is diligently working to correct the
probiam.)

We remain concerned about the continued increase in run times of our CTs, especially
considering the environmental limits on operating hours that these CTs must abide by in
this narrowly constrained market. We will continue to pursue management sirategies
consistent with MISO and IMM tariff and business practices that we can implement to
provide reliable service to our customers.

Thank you for your attention to this important issue. Aswas promised at the 5/18/05
Advisory Committee meeting, | think it would be helpful for us 1o meet with you or your
staff to understand the MISO CT usage and efforts to reduce that usage in WUMS.
Please have your staff contact Bill Bouwrbonnals to schedule such a masting as so0n as
you have the information needed. Mr. Harzey was informed of the date and ime of a
WPSC example incident so we can use that incident for our discussions. Bill can be
reached by phone (820} 433-1573 or email, whourbo@wpse.com.

Sincerely,

ok 3 Ak

Charles A. Schrock
President & Chief Operating Officer-Generation
wisconsin Public Service Corperation

wasenwisconsinpublicservica.oary
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April 21,2005

Mr. James Torgerson

Midwest Independent Transmission System Operstor, Inc.
733 City Center Drive

Carmnel, IN 46032

RE: Market Operation Jssue
Dear Jim:

"This letter is imended to-make you aware of & few concems that Ameren has been
expressing to members of your organization regarding the initial implementation of the
Whdwest 1SO’s Day 2 énergy market. Since April 1, Ameren has been perplexed by the
Midwest 1307 dispatch of combustion turbine generators, oil fired generators and other
uneconomical units at this time of the year, In fact; Ameren has been routinely ordered to

sonditions.

Resolution of this atypical dispatch issue should have been a top priotity for the Midwest
1SO from the first day the market started. However, We arc now three weeks into the
market and Tor the Tirst time on a call yesterday, the Midwest ISO finally acknowledged
that it has » “system” problem tht is causing the peculiar dispatch of nneconomical
generation. Moreover, it iy still ot clear when this “system’ problem will be resoived or

o

what other steps the Midwest 18O is taking to eliminate the impact of the “system” issue.

Furthermore, Ameren believes that there could be other factors aside from the “system”
issue contributing to the peculiar dispatch of generation. These factors inchude offer
strategies oy outage scheduling undertaken by certain Market Participants. The Midwest
SO should demand that the Independent Market Moniter vigorously investigate these
factors to determine whether there has been inappropfiate behavior on the purl of any
Market Participants and if so, FERC should be notified so that the Market Participants are
held aecountable,

Obviously, Ameren is gravely concerned about the costs that will result from the
uRnecessaty operation of these uneconomical units, including Ameren’s own units. In
addition to the high cost, the unexpected use of these peaking units at this time of year
may inhibit the use of these peaking units when really needed for reliability reasons
heeause of environmental peimit Himitations.
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In addition to the operational issues, Ameren is also troubled by the apparent flaw in the
settlement process that is preventing the Midwest 1SO from fully reimbursing generalors
dispatched in real-time. Ameren has already experienced several of these revenue
deficiencics on its settlement statements only to be told by Midwest ISO personnel to file
an official dispute for cach day and each CP Node where such revenue deficiency has
occurred. ‘This is an extremely laborious process 1o collect what Ameren is entitled (o
seceive from the Midwest ISO for cunning its generation.

In summary, Ameren expected that there would be some market issues that would need to
be worked out during the early days of the market. Ameren did not expect, however, that
combustion turbine generators would be dispatched on a daily basis several weeks into
market start-up. Nevertheless, Ameren fully expects the Midwest ISO to deploy
appropriste resources so that each of these issues, especially the errant dispatch issue, cim -
be resolved as soon ag possibde.

1 1 can be of assistance in resolving any of these malters please do not hesitate 10 call me.
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April 29, 2005

Wir, James Torgerson ‘

Midwest Independent Transmission System Qpezator, e,
701 City Cemer Drive

Carmel, IN 46032

RE: Ameren’s Midwest 1SO Day 2 Energy Market Essues

Dear Jim:

Per our conversation yesterdsy I would like to ask you for quick reschution on thres
major issues related to MISO DAY 2. Although, there arc numerous issues needing
to bie resolved, 1 believe that if MISO s able to address these iterms quickly, the
marketplace could perform in 3 more efficient manner, Ameren conlinues to be very
concerned about the initial tnplementation of the Midwest 1807s Day 2 BRETEY
market. The gignificant major jssues of concern are sumnarized below:

nt Markeiplace

Ingfficient N

The Midwest 18O market, as 2 whole, is operating inefficiently with lmited
fundamentals wpen which twading decisions can be based. The overwhelming
contributing factor 1o the. inefficient mastket is the over-commitment of CTGs by
MISO to vover their load and interchange obligations. This over-pommitnent causes
LMPs to be set by a lower cost unit and not the higher cost CTGs that MISO is
dispatching, The market I8 being sent the wrong signals due to the Jewer EMPs in the
market place, but it is widely known that MISO is dispaching bigher cost CTGs
which are ot being reflected in the price. Physical and financial trading as a result of
the incorrect market signals has suffered a large decline in depth and Houidity.
{Shotild be implemented by: May 6, 2003)

rerating Reserve MWs Available for MISO Dispatch

A business practice change needs to be made to atlow MISO 1o utilize control area’s
Regulation MWs and Operating Reserve MWs during peak load periods of the day
{two hours in morning and two hours in evening in 4 winter load patiern, two howrs in
the sfiernoon in a summer load patiern). Implementing this change will aflow the
MISO to uiilize the control area’s online Operating Reserves in the same manner as
before the start of the market.
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This should free up approximately 1000-1500 MWs of reserves to cover system Joad
peaks resulting in fewer CTGs needing to be dispatched. This issue has been
discussed by multiple balancing authority representatives, as well as, Roger Hurszy
and Joe Gardner of MISO. All are in agreement to implement this proposal. Roger
Harszy and Joe Gardner should implement this within the next week, {Should be
completed by: May 6, 20053

Reduced Imports Inte MISO (1000 MW Ramp Limitation)
A number of issues are contributing to the veduced imports into MISO since the start
of the market, Two major factors being the 1000 MW ramp limitation & the inability
to view the future ramp capabilities due 10 inadequate tools available to market
participants. Market participants are hesitant to fmport power into the MISQ in fear
that the import will be cut due to the limitation which resuits in financial loss of
transmission teservation fees as well as lost opportunity to sell the MWs 1o other
participants outside of MIS0. A MISO ramp availability tool and reservation tool
needs to be developed to overcome the 1000 MW ramp limitation problem. {Should
be completed by: May 2, 2005)

The current utilization of uneconomical units cannot continue. The operationsl
capabilities for this summer are being jeopardized and the significant costs o the
markefplace are not acceptable. Ameren requests these issues be addressed
immediately and remains conmmitted to assist the Midwest ISO in efforts 10 achieve
the desired solutions.

As always, please contact me directly at (314) 6139136 w further discuss these
issues or for further clarification.

Afdrew M, Sersi

i

.
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April 26, 2005

Fames P Torgerson

President and CEO

Midwest Tndependent Transmission System Operatot, Inc.
701 City Center Drive

Carmel, BN 46032

RE:  Operational Tssues Associated with Fnergy Market Start-Up

Diear My Torgerson:

The Minnesota Public Utililes Commission {(MPUC) and Minnesota Department of Commerce
{(MBOC) have been closely monitoring the activities associated with MISO Day 2 and are
extremely soncerned whouk sevéral sarket start-up fssucs. W appreciate that the energy murket
start-np was a difficult and complex process, however, we did not expect to see the continued
energy market start-up problems three weeks into the process. Based on recent meetings at
MISO, largely the MISO Advisory Mecting, Minnesota continues o hear about significant
problems regarding market start-up, such as:

o+ rontinely running gas turbines in April {when gas peakers’ usage should be conserved
for July and August peaks); '

¢ not dispatching generating units i1 the most sconomic manner (there have been
examples of baseload plants being backed down while gas turbines are being
dispatched in April, or where gas turbines are required to sit at mintmum levels for long
periods of time and are never ramped upk

e significant decreases in the level of impports of purchased power into the MISO
footprint since murket start-up (imports may have decreased due to: a) {ransimission
consteaints that are preventing this power from being imported into WIS, and b}
concerns about price uncertainty and uplifi costs that may keep traditional generation
imports out of the MISC market);

o significant increases in generation plant sulages, cotnparsd t gxpectod Tevels, both for
maintenance and forced outages, (it appears there is a fack of coordination or oversight
of generation plant outages within the MISO footprint);
problems with generation cost offers and unit characteristios; and

e treatment of reserves by the balance authority (i.¢. control area).

We recognize that MISO has been working with market participants and the independent market
monitor to try to get these jssues resolved. W also recognize that MISO has been trving to
communicate with market participants and stakeholders both through the recent daily briefings
and other forums. For example, MISO set wp the call on April 21, 2005 regarding MISO Market
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1ssues Meeting to discuss concems raised by MISO stakeholders, including the MPUC and
MDOC, at the MISO April 20, 2005 Advisory Meeting and in discussions afler that meeting,

We ackaowledge MISO's efforts to date and urge you to resolve these problems quickly. But, in
addition 1o these specific issues of runuing of gas turbines during April, the decrease n inports,
Jack of coordination regarding generator oiages, and dispatching of generation in HRECHNOMIL
order we have a broader concerm aboi thie Tate impact on Minnesota customers of the manner in
which the system has been operating, Thank you for yourimmediate attention.

Sincerely,

12 Public Utititics Commission

: : L,;i‘?“"‘”éyw#
AN NICKOLAZ

Commissioner, Minnesota Public Utilities Commission and
Minnesota Lead Commissioner pertaloing to Organization of MISO States

S Hilo

GLENN WILSON ) ,
Commissioner, Minnesota Department of Commerce

EX/RN/GWIL

¢ Hunomble Tin Pawlenty, Minncsota Governor
Edward Garvey, Deputy Commissionér of Energy and Telecomimunication Division of the
Minnesots Deparhment of Commerce
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May 5, 2005

Mr. Leroy Koppendrayer
Chair, Minnesota Public Utilities Commission

Mr. Ken Nickolai
Commissioner, Minnesota Public Utilities Commission and Minnesota Lead Commissioner
pertaining to Organization of MISO States

Mr. Glenn Wilson
Commissioner, Minnesota Department of Commerce

In reply to: letter dated April 261
Dear Mr. Koppendrayer, Mr. Nickolai and Mr. Wilson:

Thank you for your letter of April 26 that discussed your concerns associated with the running of
gas turbines, economic dispatch and generation cost offers, import levels, plant outages and the
treatment of reserves by the Balancing Authority.

I have highlighted each issue below and will provide details and progress-to-date on each of your
concerns. Please be assured that these issues are the highest priority at the Midwest ISO and are
demanding our immediate attention.

As you pointed out in your letter, the Midwest ISO set up a conference call on April 21% to discuss
these and other concerns with the Market Participants. We had follow-up conference calls on
April 28" and May 5™. In addition, the Midwest ISO conducted a market update call with the
OMS on Friday, April 29" to provide a status update on our progress.

Routinely Running Gas Turbines in April

The Midwest ISO, during the first 30 days of the Midwest Market, cleared combustion turbines
(CT’s) in the Day-Ahead market and subsequently committed CTs through the Reliability
Assessment Commitment (RAC) process. The primary reason for this in the Day-Ahead market is
due to the units being offered in as either “must-run” units or with offer parameters that would
enable the units to be cleared. In the Day-Ahead and forward RAC timeframes, CT’s were
committed to meet demand and ramping during large, swift increases in demand. As we discuss in
more detail later in this document, there is currently a significant amount of baseload and
intermediate capacity on outage. Given this, it is necessary to operate the least costly available
generating units, in this case CTs, to meet load. As we have seen more baseload and intermediate
capacity complete maintenance, we have seen the number of CT’s required decrease in the RAC
commitment.

» 701 City Center Drive W Carmel, indiana 46032 »317-249-5400 » www.midwestiso.org
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A good example of this is for the May 3" operating day, out of a total of 401 CT’s in the Midwest
1SO footprint, only 7 were dispatched (4 in Day-Ahead due to must-run status and 3 in Real-
Time). This represents only 7% of total CT capacity and 1% of total Midwest ISO capacity.

The Midwest ISO is making every effort to mitigate the number of CT’s and length of duration
that these CT’s are running, with the full appreciation that these same CT’s will be required to run
during the summer months in 2005. As an action item from the April 21% conference call, the
Midwest ISO has asked Market Participants to submit offer parameter limitations for their CT’s.
The Midwest ISO in an effort to adequately plan for Summer 2005 in the Midwest Market is doing
this proactively.

Economic Dispatch & Issues with Generation Cost Offers and Unit Characteristics

Via the efforts of Midwest ISO Staff and the information shared during the April 21% and April
28t conference calls, the Midwest ISO is seeing solid progress and improvement in the generation
offers and unit characteristics. Specifically, staff are discussing with Market Participants the
implications of such actions (“walking them through™) to ensure that the outcome that would result
from such an offer is the desired strategic outcome.

It is important to note regarding economic dispatch that the algorithms by which generation is
being dispatched in the Midwest ISO footprint are working correctly and consistently with the
Energy Market Tariff. While there are instances in any non-automated process of error, in most
cases, the manner of dispatch has been due to market conditions. Such conditions have included
the mitigation of a transmission constraint and/or real-time response to forced outages.

Import Levels into the Midwest ISO Footprint

The Midwest ISO had an initial hypothesis that the level of imports into the Midwest ISO footprint
had decreased. However, upon further analysis (which was presented in the April 28" conference
call), we determined that it is not the level of imports that is the concern, but the inconsistency and
unreliability of imports that is the crux of the import issue. Specifically, there is significant
volatility in the actual imports that enter the Midwest ISO footprint between what is cleared in the
Day-Ahead market and what actually enters in real-time (see chart below).

Midwest 150 NS| for Peak Load Hour
=<2 Forecast (DA Cleared plus RT Fixed) versus Actual
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The Midwest ISO participated in a positive discussion with Market Participants in the April 28"
conference call on what can be done to improve the stability and predictability of imports into the
footprint. We are currently analyzing a number of concrete suggestions and reported our progress
on the May 5" conference call.

Generation Qutages (both Maintenance & Forced)

We continue to encourage Midwest ISO Market Participants to provide as much information (in
the Outage Scheduler) as possible regarding both planned and forced outages. As you can see
from the chart below, the amount of generation out on maintenance decreases beginning this week.
While we currently cannot control or modify the amount of generation on maintenance, we
welcome the opportunity to assist in this effort.

Midwest 150 Outage Schedule
= As of April 26, 2005

Data Sowce: Outage s Ewudw WCoal (1 Hydr OMarSsm WCC WCT WWind DChar

DRAFT - April 28,2006
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Treatment of reserves by the Balancing Authority

Significant progress has been made with respect to the treatment of reserves and the Midwest
ISO’s possible utilization of Balancing Authority reserves. As a result of meetings held on
Monday, April 25" between the Midwest ISO and a number of the Balancing Authorities, a
recommended “workaround” was presented to Market Participants on the April 28" conference
call.

This workaround entails the use of the “Regulation Up” reserves during the evening peak hours
(HE 20 and 21 EST). During this time, when CT use is likely, the Midwest ISO would ask the
Balancing Authorities to modify their offer curves to reduce their “Regulation Up” reserves for
those evening peak hours and correspondingly raise their Dispatch Maximum limits. The Midwest
ISO would then make the corresponding reductions in its CT commitment and instead dispatch the
previously held reserves. The benefit of this workaround is the reduction on the Midwest ISO’s
reliance on CT’s to meet this evening peak.

» 701 City Center Drive » Carmel, Indiana 46032 » www.midwestmarket.org
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The processes by which the workaround would be implemented are currently being formulated. In
the event that this workaround is required, the Midwest ISO is working to ensure that the final
process will be completed this week.

We appreciate your efforts and assistance and look forward to continuing to work with you along
with your state market participants to resolve these issues. Please do not hesitate to call me if you
have further questions. :

Sincerely,
?/
. . \

James P. Torgerson

President & Chief Executive Officer
Midwest ISO

Ce:  Honorable Tim Pawlenty, Minnesota Governor
Edward Garvey, Deputy Commissioner of Energy and Telecommunication Division of the
Minnesota Department of Commerce
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Public Service Commission of Wisconsin

Tanieh R, Ehert, Chairpirsun 610 Nosth Whiteey Way
Rusbert M. Garvin, Commissioney P2 Boy T854
Mark Mever, Commissioner Madioon, WE 537077854

May 20, 2005

Mr. James P. Torgerson, President and Chief Executive Officer
Midwest Tndependent System Operator, Inc.

781 City Center Drive

Cammel, IN 46032

Re:  Reliability Assessment for the 2005 Suvmer Season

Diear M. Torgerson:

The Public Service Commission of Wisconsin {PSCW) is conducting our annaat review of the
reliability of our State’s electric uiilities for the UPCONTHIE SUHACT SEasn. A8 part of this
roview, we will analyze updated load and generation information from our Wisconsin utilities.
The PSCW requires electric utilities under our jurisdiction to maintain an 18 percent planning
reserve margin; this reserve margin is based in part upon the availability of reserves outside
Wisconsin clsewhere in the MAIN and MAPP regions, Therefore, we will also review the
MATN and MAPP Summer Assessments and the capability of the transmtssion system in the
Upper Midwest to deliver energy to Load Serving Entities (LSEs) in Wisconsin from resourees
within and outside our state,

Several issues have arisen during the initial six woeks of operation the Midwest 18O Day 2 that
have raised concerns regarding the reliability of the electric system in the Midwest ISO footpring
for the upcoming summer season. We are seeking any information, analyses or insights that the
Midwest ISO might have concerning these issues.

1. During the past six weeks, the Midwest ISO has dispatched combustion
turbine generators for a considerable number of hours. It is very typical for these
peaking units to operate under air emission permits that limit the mumbor of hours
these units operate on an sonual basis. If thess units continue to operate during
the next six weeks al the same Jevel, there is a possibility that some of these
peaking units could reach their permit maximums prior fo the months of July and
Angust, when systein peaks typically ocour. Has the Midwest 150 conducted any
analysis relating to the possible diminished availability of peaking gencration
during the summer months caused by the significant number of hours these units
huve heen dispatched to date? Pléase provide any such guantitative analysis as
well ag data on the extent of CT usage during market start vp.

Telephone: {608) 266-3481 Frx: (6O8) 166-3957 TIY: (608 267-1479
Hlome Page: bitdp:Ppscwkgor F-mail: preressi@psestabewhas
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2. As stated sbove, the 18 percent planning reserve margin adopted by the PSCW
is based upon the availability of reserves elsewhere in the MAIN and MAPP
regions.! During the past six weeks, imports of energy from the west into the
Midwest 180 footprint have declined from the Tevel of imports that existed prior
to the implementation of the Day 2 Market. Will energy import limitations from
the west reduce the lovel ol planning reserves in the Midwest ISO foolprint? Will
any such limitations affect the ability of' LSEs in the Midwest 180 footprint to
serve load during the npcoming summer scason? Finally, please provide actual
data on the extent of fiem and non-firm imports into the MISO footprint from the
west.

We look forward to your assistanice with ihese issues as we continue our religbility update.

Sincerely,

W (RIS NS U W T
Danicl R, Lbent Rebert M. Garvin Mark Meyor
Chairperson Conumissioner Commissiongr

DiGashokdfgdetiert Torgerson MISO Assessment

! TE?:’; PSUW also secoprmzes that LSE's eiscwhore in MAIN and MAPP plan their systems wrd pely on e
avatlability of planning reserves in Wisconsin to zeeve their londs daring emergency conditions.
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June 6, 2005

M. Daniel R. Ebert, Chairperson

Mr. Robert M, Garvin, Commissioner
Mr. Mark Mever, Commissioner

DPyblic Service Compiission of Wisconsin
P.0. Box 7834

Miadison, WI §3767-7854

Dear Chairman and Commissioners:

"Thank yout for your letier. The Midwest ISO is eager to address your concerns about the
relinbility of the electric system in the Midwest ISO footprint for summaer 2005, We are

pleased wo ceport that the desired planning margin will be avatlubls o seeve the reghon’s
needs.

We foresee adequate combustion torbine availability for the summer months. The
Midwest 18O also agreés with the broader NERC regional assessments that show
seserves as a whole sre safficient for the summer months of 2005. Avaitable geseration
capacily s estimated to provide a reserve margin of 18 percent.

We are proud of the suceess of the Midwest 180 market 1o date. 'We are continually
working to improve the system, but at the same time we recognize there will be periodic
concerns about operations at the Midwest IS0 and how they affect the various regions
within our footprint.

Here are the answers to your questions abuut reliability for the UPCOTRLNE SUMITCT
seuson, to the best of our knowledge at this time.

1. Question: During the past six weeks, the Midwest 1S has dispatched combustion
twrbine generators for a considerable number of howrs, It is very typical for these
peaking units to operate under air emission permits that limit the number of hours
these units operate on an annual basis. If these units continoe to operate duting the
next six weeks af the same level, there is a possibility that some of these peaking
units could seach their permit maximums prior tor the months of July and August,
when systern peaks typicatly occur. Has the Midwest ISO conducted any analysis
relating to the possible diminished availability of peaking generation during the
summer months cdused by the si gnificant number of hours these units have been
dispatched to date? Please provide any such quantitalive analysis as well as datx on
the extent of CT usage duting markes startup,

w P01 ety Cenver Byive w Carevel, Indians F60372 W ITT-249:5400 wwww. midwestiso,urg
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Answer: The Midwest 1SO attempted a survey of market participants to verily
what operating limits might be in terms of available hours specified by
environmental permits. The response was less than our gxpectations with only
35% of these contacted providing information. Two market participants
indicated a 1000-hour Himit on oil fited combustion furbines (typically more
expensive than gas fired, but whether they are dispatched is dependent on the
offers submitted by the machines’ market participants). Evaluating the entine
flest at the iﬁ(}d)-&amir limit, i epite of no such macroscopie Hmit existing,
indicates that the urbine fleet could operate for nearly 11% of il hours ina year
or 40% of all hours within the summer months of June through August.
Bosecasts for total combustion turbine utilization do not exceed 5% for the fleet.
Tt is our belief that combustion turbine owners that do have restrictions are
appropriately pricing the offers to reflect the scarceness of the resounce, and that
5 a result there will be sdequate combustion turbine availubility for el sumney
months.

Question: The 18 percent planning reserve margin adopted by the PSUW is
based upon the availability of reserves elsewhere in the MAIN and MAPP
regions. During the past six weeks, imports of energy from the west into the
Midwest ISO footprint have declined from the level of imports that existed prior
to the fmplementation of the Day 2 matket. Will energy import mitations from
the west reduce the level of planning reserves in the Midwest IS0 footprint?
Will atiy such limitations affect the ability of LSEs in the Midwest 180 footpring
to serve Joad during the upcoming summer season? Finally, please provide
actual data on the extent of firm and non-firm impons into the Midwest 180
footprint from the west.

Answer: Any Market Participant that is utilizing capacity for planning reserves
must designate that capacity as a Network Rezcurce. In order to qualify as a
Network Resource, firm transmission capacity must be procuged, Firm
transaiission ensures that the Network Resources are deliverable under all
normal market conditions. These Network Resources will recgive fitm
iransmission priority and firm service in both the Midwest 1SO Day-Ahead and
Real-Time markets. 1f the capacity is correctly designated by the Market
Participant and is scheduled correctly into the Midwest 180 murkets, there are no
adiditional Iinitations and thus no impact on the ability of Load Serving Prlities
{LSE) 1o supply their customers in the uproming sUmimer sason.

During the opening days of the Midwest market, there were notable scheduling
issues, such as over 700 MW of capacity designated as non-firm rather than firm
by a Market Participant. There were also some anomalies during Transmission
Loading Relief events (TLR’s) that aggressively purtailed some impint
trangsactions, which in peak times would have flowed.

700 DIy Center Drive wlarmsd, tndiang SH0325H 3T 2408400 w www. midwastiss.arg




The Midwest ISO sees no current energy import Himitations from the West. Import
limitations may occur due to sransmission line outages andfor generation outages.
LSE's will be able to serve load just as they have in the past from sources outside
the Midwest 180 io the extent the LSEs have designated those resourcees ds
Network Resources. If they served load in the past using spot purchases then we
believe the market will supply those same spot sales with the same risks related 0
availability and price.

The issue with the dispatch of combustion turbiries (CTs) should be put in perspective.
CTs have generally been used at a moderate fevel for a limited period of time. There are
approximately 400 CTs in the Midwest 150 footprint. On our busiest day in April, we
used about 40 of those CTs. On a typical day only about 10 CTs are called on. Lam
pleased to report that we have largely resolved this issue. In the more than two months
sinee we bogan operating the market, most of the issues with the use of CTs were due 1o
limited generstion capacity and, 10 a lesser extent, the mazrket patticipant learning curve.
Those prablems have been resolved, and as mmore generation has come of line the usage
of OT"s continucs to dissipats.

Coincidentally, each of the issues that are raised in your letter were addressed at the
May Advisory Committee, at our Board Meeting, and at our customer issue meeting on
May 24, 2005. A presentation of the results of the analysis used at these meelings is
posted on our website under the “Documents” tab in a report ttled “Seasonal
Evaluntions — May 25, 2005, See www.midwestniarketorg >Documents>Seasonl
evaluations> 2005 Summer Evaluation.

A copy is also attached for your convenience.
Please let me know if there is more information you need, and 1 will see that it is made

available.

Sincerely,

James P, Torgerson
President and CEQ
Midwest Independent System Operator, Inc.
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